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MASTERS IN FINANCE 
 
§ We suggest a HOLD recommendation for KONE 
Corporation´s stock, with a target price of 43.75 EUR per share 
and a total return of 6.42%. 
§  The increase in raw material prices and price competition 
has lead to a challenging environment in the Chinese new 
equipment market. Resulting with KONE having their EBIT 
decrease for the first time since 2007.  
§ Despite the decrease in the Chinese new equipment 
market in units, maintenance and modernization are expected to 
experience strong growth in the upcoming years. In EMEA should 
experience slight growth in new equipment and services, and with 
North America to experience stronger growth in the service 
business. 
§ Urbanization continues to be a strong trend globally, with 
different age groups from older to younger moving to cities. 
Moreover, vertical construction affecting the industry positively.  
§ KONE Care ™ introduction earlier in the year is a step 
forward to keep their competitive edge. A groundbreaking service 
to provide to their service business. Adding to their impressive 
resume of innovations and backing up their Forbes ‘100 most 
innovative companies listing’. 
Company description 
KONE, a global leader in the elevator and escalator industry, 
founded in 1910. KONE provides installations, maintenance, and 
modernization of elevators, escalators, and automatic building 
doors. Currently, operating in 60 countries with over 50,000 
employees. Class B shares are listed in the Nasdaq OMX Helsinki 
ltd. 
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Source: Bloomberg 
  
(Values in € millions) 2015 2016 2017F 
Revenues 8647 8784 9073 
EBITDA 1341 1400 1390 
EBITDA margin 15.5% 15.9% 15.3% 
EBIT 1245 1293 1281 
EBIT Margin 14.4% 14.7% 14.1% 
Net Income 1053 1023 1012 
EPS 2.00 1.99 1.97 
DPS 1.20 1.40 1.55 
P/E 18.9 21.4 22.2 
EV/EBITDA 15.1 16.3 16.3 
EV/Sales 2.3 2.6 2.5 
Source: Company report, Bloomberg, and Analyst’s 
estimates 
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Exhibit 2 FX rate CNY/EUR end of 
2007 - beginnging of 2017 (Source: 
policy and Exchange rates at 
European Central Bank website) 
 
Executive summary 
KONE Corporation is a global leader in the elevator and escalator (E&E) industry, 
operating in over 60 countries. The most significant markets for KONE are China 
and the US, representing together around 45% (~3952 MEUR) of KONE’s total 
sales in 2016. The percentages of sales for different regions were EMEA 40%, 
Americas 19%, and APAC 41%. 
Due to a large portion of KONE’s business coming from China (30% of sales in 
2016), the challenge for them will be how to adapt to China’s decrease in the new 
equipment market in units and the increase in raw material prices. In addition, the 
restrictions on real estate investment will somewhat affect the new equipment 
market as well. Exhibit 2 shows the decrease is not due to the foreign exchange 
rate of CNY/EUR.   
The elevator and escalator industry experienced strong growth from the effects of 
China’s high economic growth in the past decade. The industry still has potential, 
as it is a life cycle business starting from new equipment and maintenance to the 
final stage, modernization. Currently, the industry is experiencing a decrease in 
the new equipment business in units. The majority of the units in the new 
equipment business have come from China in the past. In 2016 it was around 
60%. The service business of maintenance and modernization is expected to 
grow in the industry as a whole, with some regions experiencing stronger growth 
than others. Urbanization continues to be a huge trend globally, as more and 
more people continue to move to cities from rural areas 
The release of KONE Care ™ earlier during the year provides a groundbreaking 
a solution for the service business. In partnership with IBM, KONE Care is able to 
monitor equipment activity to prevent any malfunctions from happening, and also 
reduce response time to equipment in need of repair. 
KONE is expected to continue on making acquisitions of maintenance 
businesses in order to obtain a larger maintenance contract base. KONE’s 
minimal debt level can allow them to use debt for larger acquisitions that they 
have already shown an interest in. 
Slower performance is expected in the upcoming year but it is still anticipated 
that KONE will be able to keep their profitability high, as they did during the 
financial crisis, when they previously experienced a decrease in their orders 
received and in their EBIT. 
We provide a HOLD recommendation for the stock with a target share price at 
43.75 EUR. 
Exhibit 1 KONE sales in MEUR and China 
new equipment in units 2009 - 2015 
(Company report KONE and KONE's 
estimates) 
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Valuation 
The valuation of this report was carried out in Euros (EUR). Free Cash Flow to 
the Firm was calculated in order to discount it to December 2017 under the 
Discounted Cash Flow (DCF) valuation.  
The analyst forecasted revenue for each geographic area (with China and the US 
taken into more consideration in their respective areas) and for each business 
segment, in order to forecast the income statement. As for the Balance Sheet 
and Cash Flow Map, the forecast was not broken down to geographic areas or 
business segments due to the difficulty of allocating each line item. The 
calculated Free Cash Flow forecast period was from December 2017 to 
December 2022; afterwards an annuity growth percentage was used for 20 years 
onwards until December 2042. The analyst is expecting a slight abnormal growth 
(3.68%) before stabilizing by taking an average of the annual GDP growth rates 
of Europe, United States, and China. After 2042 perpetuity growth was used to 
set the stable growth, using Eurozone´s expected GDP annual growth (2.01%). 
Growth rates were adjusted to inflation. Weighted Average Cost of Capital 
(WACC) was used to discount the whole period. The enterprise value was the 
sum of discounted cash flows and current value in 2042 that totaled 22,661 
MEUR. Exhibit 3 shows that the sum of discounted cash flows of 2017 – 2022 
represent 20% and discounted cash flows of 2023 – 2042 represent 52% of the 
enterprise value, with the terminal value representing the remaining 28%. 
Moreover, the CAGR, for the time period of 2017 – 2042, was calculated to be 
4.92%. In order to reach the market capitalization of December 2017 for class B 
shares, the analyst subtracted net debt, minority interest, and market cap of class 
A shares from the enterprise value. In Exhibit 4 is shown the figures for the 
above-mentioned items. 
The market capitalization obtained for Class B shares is expected to be 19,686 
MEUR and class B shares outstanding as of May 25, 2017 was 449,960 million. 
This implied a target price of 43.75 EUR, total return of 6.42%. This case 
suggests a HOLD recommendation for the stock, which is in line with other 
analysts.  
Exhibit 4 Calculation of Market cap for 
KONE in MEUR end of 2017(Source: 
Analyst's estimates) 
Exhibit 3 KONE enterprise value 
decomposed in MEUR except CAGR 
in %, end of 2017 
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Company overview 
KONE Corporation (KONE), one of the global leaders in the E&E industry, was 
founded in 1910. KONE provides installations of elevators, escalators, and 
automatic building doors, also solutions for maintenance and modernization. 
Currently, KONE operates in 60 countries with over 50,000 employees. In Exhibit 
5 shows where KONE is present globally including Research and Development 
(R&D) centers and production sites. KONE Class B shares are listed in the 
Nasdaq OMX Helsinki ltd. Customers include builders, building owners, facility 
managers, and developers. References of KONE’s work both in new equipment 
and service business include: China Zun (Beijing’s tallest tower), Metro de 
Madrid, Madison Square Garden (multipurpose indoor arena in New York, US), 
Harmony of the Seas (world’s largest cruise ship), Makkah Clock Royal Tower 
Hotel (world’s third tallest building, located in Saudi Arabia), and Jeddah Tower 
(will be the tallest building in the world when it is finished in 2019, located in 
Saudi Arabia).  
 
 
KONE’s business model derives from advance payments. In the new equipment 
market, KONE receives advance payments from their clients to start a project. 
When KONE reaches a certain milestone in the project, they will receive the next 
advance payment to continue forward. This continues until the project is finished. 
KONE has a strong service business, which is shown by their high client 
retention rate of 90-95%, excluding China where it is around 50% amongst all 
players in China. Customers pay 3-6 months ahead for the service provided. The 
benefit of being an Original equipment manager (OEM), KONE can lock in a 
long-term maintenance contract after installing new equipment. Thus giving the 
possibility to build a strong relationship with their customers from the start. 
Exhibit 5 Where KONE is present 2016 (Source: Company report KONE) 
  
KONE CORPORATION COMPANY REPORT 
 
 
 
  PAGE 6/33 
 
 
 
 
 
 
Moreover, KONE has a light balance sheet from using suppliers of component 
manufacturers and raw material providers. Only selected components of 
elevators and escalators are produced with-in KONE. Additionally KONE uses 
subcontracting in installation for example. KONE also uses distributors to enter 
new markets as well as in current markets where they operate to enhance their 
expertise of the respected market. Currently, KONE has distributors in close to 
100 countries, thus expanding their global reach. 
In recent years Asia-Pacific (APAC) and new equipment have led KONE’s sales 
growth, seeing a sharp increase in sales from APAC and new equipment after 
2011. In terms of revenue in 2016, the major countries for KONE were China, the 
US, France, and Germany. The top ten countries in terms of sales can be seen in 
Exhibit 6. China’s share in KONE´s revenue has decreased due to the decline of 
the new equipment market (30% in 2016 and 35% in 2015). In 2016, revenue 
was fairly split between new equipment and service business as seen in Exhibit 
7. Due to current challenges faced in China, sales of new equipment had 
decreased. However, the demand for service business continues to grow and 
helps to offset the decrease in new equipment. Regarding sales by areas, 
Europe, Middle East, and Africa (EMEA) and APAC (due to China) continue to 
remain the largest sources of sales. Sales in the Americas continue to grow and 
are expected to grow in the near future. The service business is the main source 
of sales for EMEA and Americas as both are mature markets. For APAC, new 
equipment remains the driver for sales but with service business constantly 
growing. We should see in the future when the APAC region becomes more 
mature, service business should continue to provide a larger share of the sales. 
With KONE doing well in each business segment, less dependency is required 
on a specific business. However, in terms of geographic spread, sales are more 
dependent of EMEA and APAC, especially China. 
  
Exhibit 9 KONE sales per region and business area 2005 - 2016 in MEUR (Source: 
Company reports KONE) 
Exhibit 6: KONE Top countries by sales 
of 2016 in % (Source: Company report 
KONE) 
Exhibit 8: KONE Sales by area in 
2016 in % (Source: Company report 
KONE) 
Exhibit 7 2016 Sales by business in 
% (Source: Company report KONE) 
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Regarding market share KONE has a strong presence amongst its competitors. 
Seen in Exhibit 10 KONE has the biggest market share in China, also APAC in 
new equipment business. KONE remains to have a strong presence EMEA as 
well. It has recently been reported that KONE shares the # 3 market position for 
maintenance in North America. Main competitors will be introduced and 
discussed later in the report. 
 
 
Shareholder structure 
KONE Corporation comprises of a total of 526,126,182 shares. 76,208,712 
shares are class A shares and the remaining 85.5% (449,960,170) of the total 
amount of shares are class B shares. Class B shares are listed on the Nasdaq 
Helsinki Ltd. With regard to voting rights, class A share is assigned one vote and 
10 shares of class B is equivalent to one vote. The Herlin family, who haved 
remained the major shareholder of KONE for the past four generations, hold both 
Class A and Class B shares. In Exhibit 11 is shown the Herlin family owns 
21.96% of the total shares and majority of Class A shares that gives them over 
50% of the voting rights. The rest of class A shares are owned by KONE 
Foundation, an independent and unaffiliated organization, which awards grants to 
promote academic research especially in social sciences, environmental, and 
humanities studies. It is not mentioned in the figure that KONE as a company 
owns 2.45% of class B shares.  There is no indication that in the near future 
KONE’s shareholder structure would change. The Board of Directors includes 
eight people with four of them totally independent from KONE and KONE’s 
significant shareholders. Since April 2014, the CEO of KONE is Henrik 
Ehrnrooth. 
 
 
 
 
Exhibit 10 KONE’s estimates of market share in new equipment and 
maintenance (Source: Company report KONE) 
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Regarding KONE’s dividend policy Class B shares receive at least 1% and no 
more than 2.5% higher than dividend paid to Class A shareholders. From 2006 to 
2017 the CAGR for dividends has been 4.48%. The most recent dividend 
payment happened on March 9, 2017 with Class A shares receiving 1.5475€ per 
share and Class B 1.55€. A total of 1,432,727 shares were repurchased by 
KONE during 2016. Previous stock split was 1:2 in December 2013. In Exhibit 12 
can be found the development of dividends per share (DPS) and the expected 
dividends up to 2022. DPS expected to be 2.19 EUR in 2022. 
 
 
 
 
 
Exhibit 12 KONE DPS in EUR and Payout ratio 2014 - 2022 (Source: Company 
report KONE and analyst's estimates) 
Exhibit 11 Major shareholders of KONE as of 12/2016 (Source: Company 
report KONE) 
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Acquisitions 
Throughout the years KONE has made strategic acquisitions in order for their 
business to grow and some of the acquisitions have been companies bigger than 
KONE itself. In 1968, through the acquisition of ASEA’s elevator business, a 
company larger than KONE, led KONE to become the market leader in Northern 
Europe. Once again in 1974 KONE made an acquisition of a business larger than 
itself when buying Westinghouse’s European business. Due to competition in 
technology and production costs in several of KONE’s different areas, they 
decided to eliminate everything except for their elevator and escalator 
businesses between 1993 and 1995. As a result Konecranes plc was formed in 
1994 as a spin off. To gain presence in the US, KONE bought Montgomery 
Elevator Company, the fourth largest elevator business in the United States, in 
1994. Following in 1996 KONE bought the remaining shares in its escalator 
partner O&K Rolltreppen to become the world’s leading escalator supplier.  
A joint venture in 1998 with KONE and Toshiba Elevator and Building 
Systems (Toshiba) helped KONE enter Japan and other Asian markets. Through 
the joint venture, Toshiba was given the right to produce and market KONE’s 
machine-room-less technology in Japan. Some years later KONE bought a 
Finnish conglomerate Partek, also larger than KONE, in 2002. Soon after, KONE 
split the business areas of Partek and sold them separately to other companies. 
Keeping Kalmar, MacGregor, and Hiab to form Cargotec. Exhibit 13 shows 
KONE’s share price evolution from 1998 to 2002. During the time of the 
acquisition of Partek, it can be seen that KONE’s share price grew quite steeply. 
In June 2005, KONE demerged itself into KONE Corporation and Cargotec 
Corporation. The analyst was unable to provide any more information regarding 
acquisitions in accordance with the stock price (e.g. acquisitions before 1998) 
due to lack of data of KONE’s share price before 2005. 
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A major move for KONE to increase their presence in China occurred in 
2005 with the joint venture between KONE Corporation and Zhejiang Giant 
Holdings Ltd. to become GiantKONE Elevator Co., Ltd. (GiantKONE). The 
ownership was 40% for KONE and 60% Zhejiang Giant Holdings Ltd. with KONE 
having the possibility to further increase their share in the future. In 2011, KONE 
did so and increased its ownership to 80% and in 2016 purchase the remaining 
20%. KONE’s market share in China is currently 20%. Recent acquisitions have 
been mostly distributors and small maintenance companies. In Exhibit 14 shows 
KONE’s acquisitions in monetary value compared to its stock price evolution after 
the demerger with Cargotec in 2005. The exhibit shows that despite low levels of 
acquistions in recent years, KONE’s share price has climbed up. At the end of 
2015, there were rumors of KONE approaching ThyssenKrupp of a merger 
between KONE and ThyssenKrupp’s elevator business. As of now no actions 
have been taken. However, in 2016 KONE bought ThyssenKrupp elevator 
business in Finland. KONE has publicly stated their appetite for searching for 
new acquisitions. 
 
 
 
 
 
 
 
Exhibit 13 KONE share price 2000 - 2002, graph from 2003, prices not 
adjusted (Source: Company reports KONE) 
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Exhibit 15 R&D Expense in 
MEUR 2013 – 2022 (Source: 
Company report & analyst's 
estimates) 
 
 
Looking at Exhibit 16, it can be assumed that acquisitions done in recent years 
have been mostly done in cash. For example, when KONE increased their 
ownership of GiantKONE in 2011 and in 2016.  
 
Innovations 
Some of KONE’s innovations have been groundbreaking in the industry that has 
allowed KONE to be able to reach new geographical areas and customers. In 
order to sustain their  innovative image, spending140.5 MEUR in 2016 and 121.7 
MEUR in 2015. In Exhibit 15 is shown the increase in R&D expenses starting 
from 2013 to 2016. R&D expenses are expected to gradually grow in the future. 
KONE currently has eight R&D centers spread out in the world with the most 
recent opened during 2016 in Allen, Texas, United States, as seen in Exhibit 5. 
Also, recently KONE renewed their high-rise elevator testing facility in Finland, 
Exhibit 14 KONE's acquisitions in monetary value, MEUR and share price 
in EUR  2005 - 2016 (Source: Company reports of KONE) 
Exhibit 16 KONE acquisitions in relation to Acquisitions, net of cash in MEUR; Debt 
/ Equity; Debt / Total Assets 2005 - 2016 (Source: Company reports KONE) 
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which is the world´s deepest elevator shaft at 350 meters. The benefit of this 
facility is KONE is able to test their equipment in extreme conditions that are 
more severe than in normal buildings. These towards R&D and their innovations 
had resulted in Forbes the 100 most innovative companies for 8 consecutive 
years (listed as the 8th most innovative European company) with no other 
competitor listed.  
A notable innovation is Monospace, a breakthrough invention in the E&E 
industry. Monospace is a machine-room-less (MRL) elevator that fully replaces 
traditional elevators with machine rooms. EcoDisc, the eco efficient hoisting 
machine was introduced by KONE in 1996, alongside with Monospace. The 
benefits of eco disc are that its energy consumption is only 50% geared 
arrangement and 40% hydraulic system. Moreover, no oil is required in the 
usage. Another example is  JumpLift, a first in the market construction time 
elevator, enables construction time on high-rise building to be faster and safer 
with being able to move upwards floor by floor. This improves safety, efficiency, 
and lowers the construction time. At the end of construction, the elevator will 
become a permanent elevator.  
A breakthrough invention from KONE is the Ultrarope. Ultrarope replaces the 
traditional steel rope with a carbon fiber core rope. Ultrarope allows elevators to 
travel up to 1 kilometer, as with the steel rope an elevator is only able to travel 
500 meters. Moreover there is a reduction in energy consumption when 
compared with the traditional steel rope as higher the elevator travels the less an 
elevator equipped with ultrarope consumes energy. Lastly KONE Care ™, 
launched earlier in the year, a tailor-made approach for maintenance services 
and 24/7 monitoring. The system uses IBM Watson IOT cloud platform. Watson 
IoT identifies a possible problem and informs a technician, identifies a likely 
cause of the issue and provides a possible solution, and symptoms are 
addressed before they become problems. This results in shortened response 
time on potential problems, more detailed information for maintenance crews, 
and less waiting time and fewer delays for elevator and escalator users. 
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Elevator & Escalator Industry 
The E&E industry is divided into two segments: new equipment and service, with 
service divided into modernization and maintenance. The benefit of the industry 
is that it is a life cycle business. The cycle begins with new equipment, when new 
elevators or escalators are installed. Following installation comes maintenance, 
with the first maintenance-taking place around 24 to 30 months after installation. 
Lastly comes modernization that fulfills the last part of the cycle. In general, E&Es 
are required to have a full replacement in 30 to 35 years. This is a specialized 
industry with the need for highly skilled workforce and focus on research and 
development (R&D).   
EMEA, APAC, and Americas are the three regions for the industry. APAC, due to 
China, is the largest new equipment market, which is still an emerging market. 
EMEA and Americas (more emphasis on North America) being more matured 
markets have more focus on modernization and maintenance. Exhibit 17 and 
Exhibit 19 show at what stage the three regions are. EMEA and Americas new 
equipment level has remained low and elevators and escalators in operation 
have remained at similar levels for both regions. As for APAC, still a new 
equipment market, the majority of new equipment is from China and China’s 
installed base has increased in accordance with their increase in new equipment. 
 
 
 
Exhibit 17 New Equipment in total, also EMEA, APAC, and Americas 2005 - 
2015 in units (Source: KONE's estimates) 
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The industry has four players that have a global market share around 2/3 of the 
total. These four players are Otis, Schindler, ThyssenKrupp Elevators, and KONE 
(Big 4). Otis is a part of United Technologies from the United States of America 
(USA) and German ThyssenKrupp Elevators is under the group ThyssenKrupp 
AG.1 KONE and Schindler are the only ones focusing mainly on elevators and 
escalators. OTIS is the largest of the four and has a global market share around 
to 20%. Moreover, Exhibit 18 how many countries each company operates in and 
Exhibit 20 each company’s sales development from 2007 to 2016. Can be seen 
that KONE has had the strongest CAGR through the time period. Schindler’s 
decrease in sales in 2009 was due to a sharp decrease in orders received. 
Benefit that these companies have is that they provide services under all of the 
three segments that have allowed them build a strong customer portfolio. As 
such there are high barriers to entry into the E&E market. As clients are going for 
providers with successful track records and are looking for more than just an 
elevator, they want the provider to have a deep understanding of technology to 
improve ride comfort, predict potential failures, and minimize energy consumption 
in elevator and escalator usage. These are demands that are highly difficult for a 
small player. It is estimated that currently there are around 13.5 million elevators 
and escalators installed in the world.  
 
                                                
1 When mentioning Otis or ThyssenKrupp elevators, the analyst is only discussing the elevator and escalator 
businesses of United Technologies and ThyssenKrupp AG 
Exhibit 19 Elevators and escalators in operation in total, also in EMEA, APAC, and Americas 
2005 - 2015 all in units (Source: KONE's estimates) 
Exhibit 18 Big 4 number of countries 
operating in and number of employees end 
of 2016 (Source: Company reports of 
KONE, United Technologies, Schindler, and 
ThyssenKrupp) 
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EBIT margin shows the profitability of the company’s operations. Exhibit 21 
shows that Otis has had through out 2008 to 2016 a higher margin comparing to 
the other 3. However, seeing that the gap between Otis’s margin to the others 
has narrowed. Even though KONE’s sales have been similar with Schindler, 
KONE has been able to be more profitable as seen from the higher EBIT margin. 
 
 
 
 
 
 
Exhibit 20 Big 4 sales development in MEUR and CAGR 2007 – 2016 (Source: 
Bloomberg) 
Exhibit 21 EBIT margins of KONE, Schindler, Otis, and ThyssenKrupp Elevators 2008-2016 
(Source: Bloomberg and Company reports of KONE, Schindler, United Technologies, and 
ThyssenKrupp) 
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Exhibit 23 Population over age 60 
2016 - 2030 (Source: Company 
report Schindler) 
Market Drivers 
Urbanization 
Urbanization, a key trend for the E&E industry, is continuously growing. In 1950, 
30% of the world’s population lived in urban centers. In 2008 the world’s 
population living in urban centers reached 50%. Exhibit 22 shows by 2050, it is 
expected to be close to 70%. 
 
 
With more and more of the population moving towards urban areas, the need to 
build vertically increases. In more mature markets such as Europe and North 
America, older people are increasingly moving to cities to be closer to services, 
such as healthcare and shops, and the buildings they stay in must have good 
accessibility. In Exhibit 23 and Exhibit 24 show the increases in aging population, 
and building vertically. 
 
 
Exhibit 22 Urban population % of total population: World, Asia, China, 
Europe, and North America 2000 - 2050 (Source: World Bank) 
Exhibit 24 Verticalization increase 2010 – 2015 and urbanization ratio of 
total population 2010 - 2030 (Source: Company report Schindler) 
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Exhibit 25 Digitalization Outlook 
2020 – 2030 in billions (Source: 
Company report Schindler 
 
Exhibit 27 Elevators installed and 
percentage in China 2005 – 2015 in 
units (Source: KONE's estimates) 
 
Exhibit 28 E&E in operation and 
percentage in China 2005 – 2015 in 
units (Source: KONE's estimates) 
For emerging markets APAC, urbanization is driven from the growing population 
of middle-income. Exhibit 26 shows the increase of urbanization from 2015 to 
2030 in China and the rest of APAC. By 2030 the populations is expected to be 
999,000,000 and 1,309,000,000 people, in China and rest of APAC respectively. 
 
 
Technology 
Digitization is a trend that is especially beneficial to the service business of the 
E&E industry. Exhibit 25 shows the increase of equipment connected to the 
Internet. With the use of technology E&E companies have been able to improve 
ride comfort, reduce waiting time, and improve the overall service business from 
quicker response time to finding issues and finishing the procedure in a timely 
manner. Some solutions have been to be able to order the elevator with your 
smartphone and being able to monitor elevator and escalator activity through the 
cloud, for example relating to KONE’s partnership with IBM. Also the other Big 4 
companies have entered into partnerships with other IT companies in order to 
provide similar services.  
 China 
From 2000 onwards China’s economic growth has been a considerable focal 
point for E&E companies due to the construction of new buildings and 
urbanization trend taking place across the country. Exhibit 27 shows the increase 
in new elevators installed per year and the percentage of the installations in 
China. The figure shows that during the Financial Crisis, the percentage of new 
installations in China reached over 50%. In 2015 the percentage increased to 
60%. Moreover, it can be plausible to assume that China’s new equipment 
market is stabilizing as seen from the decrease of new equipment in units. Exhibit 
28 shows the total amount of elevators and escalators installed globally. It can be 
seen that the total amount in operation has increased and in addition, the 
percentage of all equipment in operation was almost 30% in China in 2015. 
Exhibit 26 Urbanization population increase in China & APAC 2000 - 2030 in millions and 
growth of middle-income population 2009 – 2030 in millions (Source: Company report KONE) 
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Exhibit 30 China's GDP growth rate 
2014 - 2019 (Source: World Bank) 
 
Exhibit 29 China GDP  2003 – 2015 
(Source: OECD) 
These two figures show the importance of China for the industry and how the 
focus of the new equipment business had shifted to China during the Financial 
Crises, making China the biggest market. Exhibit 29 shows the GDP growth of 
China. The increase in GDP has been driver for the new equipment market. It is 
understandable how companies started to invest into the Chinese market, where 
KONE is currently the market leader in the new equipment business and KONE 
and OTIS share the number one position in the maintenance business. However, 
the current challenges facing in China leaves room for uncertainty in the short-
term, seen in Exhibit 30.  
In order, to try to prevent a housing bubble the Chinese government has set up 
restrictions to real estate investment. The restrictions include the number of 
mortgages an individual is allowed to have, the amount to put up for a 2nd 
mortgage will increase, and the number of houses an individual is allowed to 
own. These regulations will be set up for now to keep land and housing prices 
from increasing too high to attract urbanization. For the first time mortgage 
seekers will have to put up less in front for a mortgage. However, regulations are 
free to change later on if officials see the need.  
Outlook 
 In the current status EMEA region can be looking at a slight growth for the New 
Equipment segment, as urbanization is a constant trend throughout Europe, 
especially in Central and Northern Europe. Southern Europe is slowly recovering. 
The Middle East and North Africa markets remain stable even though there are 
market uncertainties. The service segment will continue to rise as Europe 
withholds the most elevators in the world along with being a mature market, 
modernization will come into place. According to Schindler over 50% of all E&E 
units in operating in Europe and the US are older than 20 years. As such, they 
are potential opportunities for modernization.2 Moreover, with an aging 
population, the need of elevators will become more crucial.  
North America has seen steady economic growth for around the past 7 years, 
which has allowed the new equipment segment to grow at a steady pace. The 
service segment continues to see steady growth due to urbanization and the 
mature market, with similar drivers to what the industry is experiencing in Europe. 
Also can be seen in Exhibit 19 with E&E in EMEA and Americas haves stayed at 
similar levels for a longer period, stating that most of E&Es in operation are older 
and require more maintenance. 
                                                
2 Schindler Annual Results Presentation 2016 
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Exhibit 31 Steel price in USD end of 
2012 – beginning of 2017 (Source: 
Quandl.com) 
Exhibit 32 Iron price in USD end of 2014 
– beginng of 2017 (Source: Quandl.com) 
APAC, due to China, will continue to experience decrease in the new equipment 
due to the slowing down growth of the Chinese economy and real estate 
investment restrictions put in place. The rise in raw material prices will increase 
the challenges in the environment, resulting in more intense competition. KONE 
has taken action by hedging the raw material prices. They have stated at the 
beginning of the year that they had over 50% of the contracts locked-in for 2017. 
Exhibit 2 shows that the decrease in the new equipment market is not due to 
foreign exchange rates. The Indian elevator market also struck a blow with the 
demonization that occurred at the end of 2016. Due to the high number of 
elevators installed especially in China in recent years, the service segment is 
forecasted to grow at a fairly high growth rate. In addition, due to recent incidents 
with people suffering injuries on elevators and escalators, they have reduced the 
timespan of how often equipment should be maintained. 
Steel, a major material needed in the E&E industry, has been increasing in price 
recently and reaching similar price levels as in 2014. The rise in steel prices has 
been increasing iron prices as well. The increases are affecting the new 
equipment business. 
Pricing competition is a continuous factor in the service business throughout the 
globe. Especially in China, US, and Southern Europe, maintenance providers 
have been lowering their prices to lock in contracts for the future. This is a 
challenge for OEMs competing against small maintenance shops, as the current 
conversion rate is around 50% for OEMs. However, the conversion rate3 is 
expected to increase due to Government regulations put in place due to 
accidents caused by maintenance being provided by smaller shops.  
Capex 
Capital Expenditure (Capex) for 2016 was 150.7 MEUR and 138.0 MEUR for 
2015.  Capex was calculated for previous and forecasted years by taking the 
difference of power, plant and equipment (PPE) and intangible assets of the 
current year, and from PPE and intangible assets in the previous year. 
Afterwards adding depreciation to the difference. PPE was forecasted based on 
the company’s sales. Expectations are KONE’s Capex will decrease in the 
current year, due to current challenging environment, but expected to gradually 
grow later on. Capex forecasted to be in 2022, 164.4 MEUR as seen in Exhibit 
33. It is expected for capex to be higher than depreciation and amortization in the 
future for KONE to continue to support growth of their business. Capex 
calculation by the analyst and KONE differ and therefore there are some 
                                                
3 At the rate which new equipment business clients change to service business clients 
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differences in the reported figures. Moreover, KONE includes acquisitions in their 
Capex calculations, as the analyst did not. 
 
 
Comparing capex for the Big 4 companies, it can be seen from Exhibit 34 that 
Otis’s capex is lower than the other three companies. Even though Otis is the 
biggest player in the industry. KONE and Schindler have the higher capexes of 
the four, with the averages being 142 MEUR and 145 MEUR respectively. 
Additionally, it is noticeable that all companies except Schindler have increased 
their capex in the previous year.  
 
Additionally, Exhibit 35 shows for each company the ratio of capex over 
depreciation and amortization. Showing that KONE, Schindler, and 
ThyssenKrupp Elevators are having a higher capex than depreciation and 
Exhibit 33 KONE Capex and Deprecation & Amortization 2014 - 2022 in MEUR 
(Source: Company reports KONE and Analyst's estimates) 
Exhibit 34 Capex of KONE, Otis, Schindler & ThyssenKrupp Elevators in MEUR 2010 - 
2016(Source: Bloomberg and Company reports from KONE, Schindler, United 
Technologies, and ThyssenKrupp) 
  
KONE CORPORATION COMPANY REPORT 
 
 
 
  PAGE 21/33 
 
 
 
amortization in order to promote growth. Surprisingly, Otis’s ratio is less than 1.0. 
Moreover on average, KONE’s ratio has been 1.5.  
 
Net Working Capital 
KONE Corporation has an asset light business model: doing business through 
distributors, and outsources production for most of the components and systems 
for new equipment. KONE’s net working capital is calculated by inventories, 
minus advance payments received, plus accounts receivable, plus deferred 
assets and income tax receivables, minus accruals and income tax payables, 
minus provisions, minus accounts payable, and finally adding the difference 
between net deferred assets and net deferred liabilities. The direction of more 
negative net working capital (NWC) was caused by the increase of advanced 
payments received and accruals in proportion to accounts receivables, which is 
shown in Exhibit 36. The exhibit shows the main contributors to NWC. KONE 
reported NWC in 2016 of -1055 MEUR and -983 MEUR in 2015. Going back to 
estimates for the future, it is forecasted that NWC will be at similar levels in the 
near future but moving slightly towards a positive figure. Due to accounts 
receivables increasing more than advanced payments received The NWC is 
forecast to be -822 MEUR in 2022.  
Exhibit 35 Capex / Depreciation&amortization of KONE, Otis, Schindler and ThyssenKrupp 
Elevators 2010 - 2016 (Source: Bloomberg & Company reports of KONE, Schindler, United 
Technologies, and ThyssenKrupp) 
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Exhibit 37 Big 4 raw beta against MSCI 
World Index in EUR (Source: Analysts 
estimates) 
 
WACC 
To compute the cost of debt the analyst used the formula of yield – probability of 
default x (1 – recovery rate).4 With not having a credit rating we observed the 
credit rating provided by Moody’s of United Technologies (A3) and ThyssenKrupp 
(Ba2), and compared several ratios to determine the possible credit rating of 
KONE. Determining it to be at least Baa Moody´s rating. For the yield we used 
Moody’s Baa rating yield for the average Baa 20 year bond (4.06%), as KONE 
does not have any bonds issued nor has a credit rating. Afterwards a probability 
of default in 10 years discounted to year 1 provided by Moody’s calculation 
regarding Baa rating was used (.48%) Finally looking at Moody´s table related to 
probability of default vs. credit rating in 10 years and a 60% recovery rate was 
used.5 Through the calculations we received a cost of debt of 3.87%.6   
The cost of equity was calculated with the Capital Asset Pricing Model (CAPM): 
Re=rf+β_i x MRP.7 For the risk free the analyst took a geometric average of the 
past 5 years as of 31/03/2017 of the Eurozone 20 year bond that consists of only 
AAA rated Eurozone country bonds (1.87%)For the market risk premium (MRP) 
we used the average MRP from 2012 – 2016, resulting in 6.6%. The market used 
                                                
4 Cost of Debt formula source: Valuation, Measuring and Managing the Companies by Mckinsey & Company 
(2010) 
5 Moody’s Investor Services ”Average Corporate Debts Recovery Rates measured by post-default trading 
price” 
6 Cost of debt’s effect on the WACC was minimal due to a unlevered capital structure. Therefore the analyst 
did not put too much effort on Cost of Debt calculations. 
7 Capital Asset Pricing Formula source: Valuation, Measuring and Managing the Companies by Mckinsey & 
Company (2010) 
 
Exhibit 36 NWC's main contributors of KONE in MEUR 2012-2022E (Source: Company 
reports KONE and analyst's estimates) 
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was MSCI world index (MXWO) that was denominated in euros. The analyst 
calculated each of the Big 4’s betas by calculating rolling beta, with 2 year weekly 
data and un-levering them afterwards. The median of the four unlevered betas 
was then re-levered to KONE´s capital structure, resulting in a beta of .945. All 
stock prices and index were denominated in euros. The betas can be seen in 
Exhibit 37. The analyst achieved a CAPM of 8.07%. Thus we obtained a WACC 
of 8.12%, due to net debt over enterprise value being -1.02% and market 
capitalization over enterprise value was 101.30%. Book value of debt was used, 
as the all the information regarding the company’s debt is not disclosed.  
Comparables 
The multiples valuation method is not used as a primary valuation model but it 
gives a direction toward the valuation of the company. Given the fact that KONE, 
Otis, Schindler, and ThyssenKrupp are the four main players in the elevator and 
escalator industry and having a combined global market share of around 2/3 of 
the total. We see that only three other players are sufficient for the analysis as no 
other players are as well globally spread out as the Big 4 and having high market 
share when all four combined. In Exhibit 38 can be seen the sales of the Big 4 in 
each region for 2016, please note for United Technologies and ThyssenKrupp 
the exhibit shows only the sales of their elevator and escalator company. 
Moreover, the exhibit shows that regarding Americas, KONE’s sales in the 
Americas are much smaller compared to its main competitors. Therefore it is a 
region KONE could focus on to spread its revenues more evenly in geographic 
terms. 
 
 
Exhibit 38 Big 4 2016 sales by region in MEUR (Source: Company 
reports) 
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Exhibit 41 ROE of Big 4 2014-2016 
(Source: Company reports) 
 
Exhibit 43 ROA Big 4 2014-2016 
(Source: Company reports) 
 
Exhibit 40 Big 4 Net Debt/Market 
Cap 2014-2016 (Source: Company 
reports) 
Exhibit 39 displays sales, net income, EBITDA, and EBIT for each of the Big 4. 
The exhibit shows that KONE and Schindlers’ sales are at similar levels in recent 
years. However, KONE has been able to generate higher net income, EBITDA, 
and EBIT. 
 
 
When looking at net debt over market capitalization for each of the Big 4, United 
Technologies and ThyssenKrupp have a much higher leverage. This is most likey 
due to both companies being conglomerates and having debt from other 
businesses. As can be seen in Exhibit 40 the ratios for KONE and Schindler are 
negative, as they have negative net debt. In Exhibit 42 provides the figures for 
net debt and market cap levels for the Big 4. 
 
In Exhibit 41 it can be seen the ROE for each of the Big 4 from 2014-2016 and 
Exhibit 43 shows the ROA for each of Big 4 during the same time period. The 
exhibits shows that KONE has been able generate more profit in comparison to 
shareholders’ equity and total assets against their competitors. 
Exhibit 44 shows multiples that have been calculated. When looking at 
EV/EBITDA, KONE’s multple is much higher than compared to its competitors. 
This could suggest that KONE might be overvalued. However, for multiple Market 
Cap/EBIT is in the same region with United Technologies and Schindler.  
 
 
Exhibit 39 Big 4 Sales, Net income, EBITDA, EBIT 2014 - 2016 in MEUR (Source: Company 
reports and Bloomberg) 
Exhibit 42 Big 4 net debt and market cap 2014 - 2016 in MEUR (Source: Company reports 
and Bloomberg) 
Exhibit 44 Big 4 Multiples in EUR (Source: Bloomberg and Analyst's estimates) 
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As seen in Exhibit 45 KONE’s shares price is implied to be in the range of 58.57 
EUR and 21.43 EUR. Valuation of the 2017 stock price is inside this range. Not 
giving perception whether the target price is under- or overvalued. Moreover out 
of the Big 4, KONE and Schindler are the only ones to have their sole business 
on elevators and escalators, as Otis and ThyssenKrupp are a part of their 
respective conglomerates. Thus making the multiples analysis more of a sense of 
direction for our valuation than a primary valuation as companies’ size and 
structure differ. 
 
ROIC 
Historical Return on Invested Capital (ROIC) has been high for KONE when 
comparing with their WACC. Figure shows development of ROIC and WACC 
through 2011 to 2016. As can be seen from Exhibit 46, KONE has been able to 
keep the spread between ROIC and WACC at a similar level through these 
years. Moreover, showing KONE’s ability of making smart and profitable 
investments towards their business. ROIC was calculated by NOPLAT divided by 
invested capital. Invested capital included working cash, working capital, PPE, 
other intangible assets, and goodwill. KONE’s relatively high ROIC can be 
attributed to using subcontracting in installation, and in manufacturing having a 
high share of outsourcing to component suppliers, which leads to low investment 
requirements in manufacturing and assembly. 
 
 
 
 
 
 
 
Exhibit 45 Multiples valuation for KONE in EUR 2016 and valuation value 2017 in EUR 
(Source: Bloomberg and Analyst's estimates) 
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When comparing ROICs between the Big 4 during 2010-2016, KONE and 
Schindler have been well above United Technologies and ThyssenKrupp. It can 
be seen that in 2013 Schindler’s ROIC started to increase much more than 
KONE’s but is a similar levels in 2016. Both UTC and ThyssenKrupp’s ROIC 
represent the whole groups’ ROICs, therefore other businesses than the elevator 
business of the respected two, affect the ROIC also. Nevertheless, in Exhibit 47 
can be seen for both UTC and ThyssenKrupp have presented much smaller 
ROICs, also having ROIC to go into single digits. Moreover, after 2013 KONE’s 
ROIC has risen at steady pace and according the analyst’s estimates it should 
continue to do so in the near future. In 2011 KONE had made investments into 
manufacturing and R&D plant in Kunshan, China. Also Schindler had made 
investments in plants in 2013. 
 
 
Exhibit 47 Big 4 ROIC 2010 - 2016 (Source: Bloomberg and Analyst's estimates) 
Exhibit 46 KONE ROIC, WACC, Economic Profit in MEUR 2005 - 2022E (Source: Company 
reports and Analyst's estimates) 
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Final Considerations 
The focal point in the whole industry will be China, as the new equipment 
business decreased in units. In addition, the rise in raw material prices and price 
competition are making the industry much more challenging. KONE has been 
protecting their risk, as stated in the beginning of the year, they have around 50% 
of their raw material price contracts fixed and looking to lock in more. As it seems 
that the new equipment business is stabilizing, therefore it is important for KONE 
to focus on their service business in order to offset the decrease in the new 
equipment market and spreading additionally the business in terms geographical 
coverage. Additionally, KONE has stated that only 10% of sales from China 
comes from their service business. Therefore adding more importance to focus 
on services in China, where the industry should be experiencing strong growth in 
the upcoming years. Exhibit 48 shows that the despite the decrease in new 
equipment units, total real estate investment and investments in office buildings 
has had a quite similar pattern in the past two years. The analyst sees that there 
is still a potential for new equipment in China.  
 
KONE has performed well against its main competitors, with their CAGR of sales, 
during 2007-2016, being twice as much to the rate of the closest competitors, 
EBIT margin has remained at good levels, and also their ROIC has proven 
favorable. KONE has been able to report strong results in the past despite 
challenges faced then. During the financial crisis, when KONE experienced the 
previous time a decrease in the orders received, they were still able to improve 
their EBIT and grow as a company through acquisitions and focusing on different 
geographical areas. Additionally, their high market share in several areas has 
Exhibit 48 China's total real estate investment and investment in office buildings in million 
CNY 2013 - beginning of 2017 (Source: National Bureau of Statistics of China) 
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given them a strong brand and high reputation, leading to better bargaining 
power. With their low debt to equity level they can look to debt as a solution to 
make bigger acquisitions in the future that they have already shown interest in.  
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Disclosures and Disclaimers 
 
Report  Recommendations 
Buy Expected total return (including expected capital gains and expected dividend yield) 
of more than 10% over a 12-month period. 
Hold Expected total return (including expected capital gains and expected dividend yield) 
between 0% and 10% over a 12-month period. 
Sell Expected negative total return (including expected capital gains and expected 
dividend yield) over a 12-month period. 
 
 
This report was prepared by Niklas Simola, a Master in Finance’s student of Nova School of Business & 
Economics (“Nova SBE”), within the context of the Field Lab – Equity Research. 
This report is issued and published exclusively for academic purposes, namely for academic evaluation and 
masters graduation purposes, within the context of said Field Lab – Equity Research. It is not to be construed 
as an offer or a solicitation of an offer to buy or sell any security or financial instrument. 
This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who 
revised the valuation methodology and the financial model. 
Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE 
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the 
persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its 
faculty and the author of this report have not sought or obtained registration with or certification as financial 
analyst by any local regulator, in any jurisdiction. In Portugal, the author of this report is not registered with or 
qualified under COMISSÃO DO MERCADO DE VALORES MOBILIÁRIOS (“CMVM”, the Portuguese Securities Market 
Authority) as a financial analyst. Rosário André - as the academic supervisor of the author - is registered as a 
financial analyst with CMVM. No approval for publication or distribution of this report was required and/or 
obtained from any local authority, given the exclusive academic nature of the report. 
The additional disclaimers also apply: 
USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the 
author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and 
Exchange Commission (“SEC”, United States of America’s  securities market authority) is not necessary. 
Neither the Author nor Nova SBE receive any compensation of any kind for the preparation of the Reports. 
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Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading 
Act), this entity is not required to register with or otherwise notify the Bundesanstalt für 
Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be 
noted that Nova SBE is a fully-owned state university and there is no relation between the student’s equity 
reports and any fund raising programme. 
UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be 
a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior 
authorization by the Financial Conduct Authority (“FCA”). However, this Report serves an exclusively 
academic purpose and, as such, was not prepared by way of business.The author - a Masters’ student - is 
the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for 
the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE 
and its faculty have no single and formal position in relation to the most appropriate valuation method, 
estimates or projections used in the report and may not be held liable by the author’s choice of the latter. 
The information contained in this report was compiled by students from public sources believed to be reliable, 
but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept 
no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content. 
Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering 
and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova 
SBE are not responsible for updating this report, and the opinions and recommendations expressed herein 
may change without further notice. 
The target company or security of this report may be simultaneously covered by more than one student. 
Because each student is free to choose the valuation method, and make his/her own assumptions and 
estimates, the resulting projections, price target and recommendations may differ widely, even when referring 
to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to 
significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as 
the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report. 
Any recipient of this report should understand that statements regarding future prospects and performance 
are, by nature, subjective, and may be fallible. 
This report does not necessarily mention and/or analyze all possible risks arising from the investment in the 
target company and/or security, namely the possible exchange rate risk resulting from the security being 
denominated in a currency either than the investor’s currency, among many other risks. 
The purpose of publishing this report is merely academic and it is not intended for distribution among private 
investors. The information and opinions expressed in this report are not intended to be available to any 
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